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ENGAGING SMALL BUSINESSES IN INNOVATION: 
BUILDING ABSORPTIVE CAPACITY THROUGH "R&D CLUBS" 
Paul K. Couchman 
Deakin University, Australia 
Ronald C. Beckett 
University of Western Sydney, Australia 
In the emergent highly competitive globalised economy, there are 
increasing pressures on small businesses located within national economies to 
become more innovative and to embrace both product/service and process 
innovation. But a growing body of evidence indicates that, although they 
constitute around 90% of all employing enterprises, small businesses in 
Australia (i.e. those which have less than 20 employees) generally perform 
poorly on R&D and innovation: of the total Business Expenditure on R&D in 
Australia recorded in the financial year 2005 - 2006 (ABS, 2007) only 13% 
was accounted for by small businesses; 35% of small businesses indicated that 
they were "innovation active" over the period 2006 - 2007 compared with 
56% of firms employing 20 - 199 and 66% of finns with over 200 employees 
(ABS, 2008). Networking (Hakansson, 1987; Biemens, 1992), 
interorganizational collaboration (either directly through person-to-person 
interactions or mediated through networked computers in the form of e-
collaboration; Doz and Baburoglu, 2000; Kock and Nosek, 2005) and "open 
innovation" (Chesbrough, 20(3) are often proposed as suitable means through 
which small businesses can address knowledge, capability and resource 
limitations to engage with R&D and innovation. While the benefits of 
networking and other collaborative approaches for small business are widcly 
recognized (e.g. sharing of the costs and risks, access to complementary 
resources, access to technical knowledge and capabilities, etc.), studies have 
shown that these firms have generally failed to either engage in them or 
effectively capitalize on the potcntial offered (e.g. Freel, 1999; Enright and 
Roberts, 2003; Narula, 2004). Further, although web-based tools are now 
available to support collaboration (and under the rubric of "ecollaboration" 
these tools have been promoted as providing the capacity for firms to 
transcend the boundaries of space and time in building cooperative ventures), 
they do have limitations in the small business sector and they can only be 
effective when the underlying social and organizational bases for 
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collaboration are in place (e.g. 
functioning interorganizational 
relationships, etc.). 
effective communication, resilient trust, 
linkages, developed inter-personal 
The performance of small business in this area can be understood in 
terms of limitations on their "absorptive capacity", i.e. "the ability of an 
organization to recognize the value of new external information, assimilate it, 
and apply it to commercial ends" (Cohen and Levinthal, 1990). The 
acquisition of this capacity is linked to R&D capabilities of the organization 
which provide an ability to appreciate the significance of new knowledge and 
to be able to do something with it. The concept has been further developed 
(e.g. Zahra and George, 2002; Daghfous, 2(04) to clarify the four distinct and 
complementary capabilities, i.e. of acquisition, assimilation, transformation 
and exploitation, necessary for firms to absorb and leverage new knowledge 
gained from external sources such as collaborative R&D projects. The 
concept of "absorption" is important here, as emphasized by Ingham and 
Mothe (1998), because successful appropriation of R&D outputs involves that 
" ... a firm not only learns but also integrates, 'internalizes' ... the results 
produced. This notion .,. is broader than learning - as it also considers that a 
firm has to value the realized learning .... " Extending this theory, it can be 
seen that absorptive capacity involves a finn having resourccs of finance and 
time to gain access to new knowledge (e.g. through collaborative R&D or 
innovation projects) as well as specific know-how and competencies 
necessary to be able to derive value from it (e.g. in the form of a new 
production technology that delivers competitive advantage). How then can 
small businesses develop this absorptive capacity so as to be able to 
successfully innovate and thereby attain and sustain competitiveness? 
This paper explores one type of organizational initiative that has 
sought to address the issue of the limited absorptive capacity of small 
businesses, what we have called "R&D clubs". These are focused networks 
formed between independent organizations in order to cooperate in the 
performance of R&D and which involve the combination of tangible and 
intangible resources (we distinguish these clubs from other forms of strategic 
R&D or innovation-focused partnering such as joint ventures, technology 
exchange agreements, and customer-supplier relationships). The paper 
analyses data from a case study of innovation capacity building within an 
industry association, the Advanced Manufacturing Australia (AMAus), the 
members of which design and manufacture components and tools for clients 
in a number of industries (most notably automotive component 
manufacturers). In so doing, we draw on social capital theory to understand 
how structural, relational, and cognitive social capital resources (Nahapiet and 
Ghosal, 1998) are deployed within the AMAus networks to develop 
collaborative relationships. Through the use of this theoretical perspective we 
engage with the process of "capacity building" (which " ... occurs when 
relevant communities of practice consciously use their stock of human and 
social capital and their access to financial, physical and natural capital to 
improve a situation and improve the stock of capital in the process", 
McKenzie, 2007; see also Macadam et aI, 2003). This process, we argue, 
provides a valuable framework that can be applied via R&D clubs - which are 
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part of larger networks such as the AMAus association - to develop innovation 
capability within small businesses. 
References 
Australian Bureau of Statistics [ABS]. (2007). Research and Experimental 
Development. Businesses, 2005 - 2006 (8104.0). Canberra: Australian 
Bureau of Statistics. 
Australian Bureau of Statistics [ABS]. (2008). Innovation in Australian 
Business 2006 - 2007 (8158.0). Canberra: Australian Bureau of 
Statistics. 
Biemens, W.G. (1992). Managing Innovation Within Networks. London: 
Routledge. 
Chesbrough, H. (2003). Open Innovation: The New Imperative for Creating 
and Profiting FDll1 Technology. Boston, MA: Harvard Business 
School Press. 
Cohen, W. M., & Levinthal, D. A. (1990). Absorptive capacity: a new 
perspective on learning and innovation. Administrative Science 
Quarterly, 35, 128 - 152. 
Daghfous, A. (2004). Absorptive capacity and the implementation of 
knowledge- intensive best practices. S.A.M Advanced Management 
Journal, 69(2), 21 - 27. 
Doz, Y., & Baburoglu, O. (2000). From competition to collaboration: the 
emergence and evolution of R&D collaboratives. In D. Faulkner, & M. 
de Rond (Eds.), Perspectives on Cooperation: Conji'onting Complexity 
inlnterorganizational Collaborations. London: SHU Press. 
Enright, M. J., & Roberts, B. H. (2003). Regional clustering in Australia. In 1. 
Marsh (Ed.), Australia's Choices: Options for a Prosperous and Fair 
Society. Sydney: UNSW Press. 
Freel, M. S. (1999). Where are the skills gaps in innovative small firms') 
Intel'l1ational Journal of Entrepreneurial Behaviour and Research, 
5(3),144 - 154. 
Hakansson, H. (1987). Industrial Technological Development: A Network 
Approach. London: Croom Helm. 
Ingham, M., & Mothe, C. (1998). How to learn in R&D partnerships? R&D 
Management, 28(4),249 - 261. 
Kock, N., & Nosek, J. (2005). Expanding the boundaries of e-collaboration. 
IEEE Transactions on Professional Communication, 48( I), I - 12. 
Macadam, B., Drinan, J., Inall, N., & McKenzie, J. (2003, November). The 
inter-relationship between capacity building an institutional 
arrangements, and the ill1plications for rural extension. Presented at 
the APEN National Forum, Hobart. 
McKenzie, J. (2007). Capacity Building Resource Manual. RIRDC 
Publication 071102. Barton: Rural Industries Research and 
Development Corporation. 
Nahapiet, J., & Ghosal, S. (1998). Social capital, intellectual capital and the 
organizational advantage. Academy of Management Review, 23(2),242 
- 266. 
Narula, R. (2004). R&D collaboration by SMEs: new opportunities and 
limitations in the face of globalization. Technovation, 24, 153 - 161. 
132 
Zahra, S. A., & George, G. (2002). Absorptive capacity: a review, 
reconceptualizaton and extension. Academy of Management Review. 
27(2), 185 - 203. 
A TALE OF TWO CASE STUDIES: 
A COMPARATIVE ANALYSIS OF ECOLLABORATION AMONG SMES 
IN AUSTRALIA 
Michael Jones and Lois Burgess 
University of Wollongong 
Traditionally, firms adopt a competitive position in their market. 
Porter refers to this behaviour as rivalry (Porter 1985). Competition in a free 
or laissez~faire market is an acknowledged fact (Friedman and Friedman 
1962) which is embraced by most firms in their market, especially small to 
medium enterprises (SMEs). This paper proposes that for somc clusters of 
firms within and across industries a competitive mind-set is outdated. For 
survival and prosperity in today's dynamic and demanding business 
environment, firms must embrace a new mindset. Collaboration, or more 
specifically eCollaboration, is proposed as a possible solution. 
Collaboration is the process by which two or more businesses work 
together to achieve a common purpose or goal using shared resources and co-
commitment. eCollaboration modifies this process as a result of electronic 
mediation. With eCollaboration, mediation can take a multitude of forms. 
Most common are the internet and email, however businesses can embrace a 
rangc of tools from as simple as a mobile phone or SMS (text) through to 
complex systems like SharePoint, web sphere and other management 
information systems. 
Case study research has been undertaken on a number of SMEs 
across two industry sectors located in Southern Sydney, Australia. Data 
resulting from interviews and focus groups are analyzed and compared using 
constant comparison and theoretical saturation according to the principles of 
Grounded Theory espoused by Glaser and Strauss (1967). Findings are then 
compared to similar work by Lawson, HoI and Hall (2007) in their study of 
SMEs in Western Sydney. The comparative analysis is based on the concerns 
that SMEs face when they choose to adapt to eCollaboration. A framework is 
developed which is based on these concerns as they overlap between the two 
studies. 
In their adaptation to eCollaboration, firms face three major 
concerns (Burgess and Jones 2009): 
1) What is needed to make collaboration work? Five factors are 
assessed which either inhibit or enable collaboration (trust, 
reputation, culture, power, ownership). Of these, trust is found to be 
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